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The Reparations Report 


HE Report of the Dawes Committee 

appointed by the Reparations Com- 

mission to give advice upon balanc- 

ing the German budget, reorganizing 

the Germany currency system and 
the ability of Germany to pay Reparations, has 
met with an extraordinarily favorable recep- 
tion. Upon the first two subjects no serious 
difficulty was apprehended, once the third was 
settled, but considering the almost hopeless 
divergence of opinions upon that, even be- 
tween the Allied governments, the Report has 
met with a success that comes up to all rea- 
sonable expectations. The government of 
Great Britain is unreservedly for its accept- 
ance without amendment and the Belgian and 
Italian governments are quoted as decidedly 
favorable. The French government is more 
reserved in its comments, but seems to be will- 
ing to accept the terms, subject to confirma- 
tion of the right of the Allies to enforce the 
penalties claimed by France and Belgium un- 
der the Versailles Treaty in the event of 
default. The Reparations Commission, which 
is composed of one member representing each 
of the Allied governments, has adopted the 
recommendations by unanimous action, and, 
finally, the German government has signified 
its readiness to accept the principal terms, 
subject to discussion over some of the condi- 
tions not fully determined in the Report. In 
all countries is manifested a large degree of 
confidence that the Report has done much to 
clarify the problem and advance it toward 
solution. 


The doubts most often expressed about the 
success of this effort at settlement have re- 
lated to acceptance by Germany, but to none of 
the countries involved is a definite settlement 
more important than to Germany. There is 
no hope for prosperity in Germany, or even 
for escape from worse disorders than have 
been experienced, without a settlement of the 
Reparations question, and nowhere else is this 
known so well as in Germany. There is no 
real basis for doubt that the German govern- 
ment desires to clear up the controversy. 
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cae The: strength of the Report is in the fact 


that the, Committee evidently has made an 
hon¢st effort to deal with the real difficulties. 
It has discussed them so lucidly and convinc- 
ingly that none of them can be ignored in any 
future conferences that may be required. In 
adopting the recommendations the govern- 
ments presumably commit themselves to the 
general policy which the Committee has clear- 
ly authorized, and may be deemed fairly bound 
to have regard for it in dealing with the mat- 
ters of detail that remain to be settled. There 
are many of these, some of them of great im- 
portance, and unless the negotiations over them 
are conducted on all sides with a sincere pur- 
pose to carry out the general scheme there 
will be controversies without end, and the 
whole plan may become a failure. 

The truth is that there are too many ele- 
ments of uncertainty in the conditions to al- 
low of definite determination in advance upon 
all the questions involved. There must be 
some allowance for adjustment and for the 
exercise of judgment in the application of any 
plan dealing with such indeterminate factors 
over a long period in the future. And yet, 
since the plan involves a foreign loan, it is 
obviously necessary that the settlement shall 
be so definite and binding that there will be 
no danger of the agreement breaking down 
and the situation lapsing into a state of chaos. 

One of the most important of these “details,” 
if it may be called a detail, is the question, for 
how many years shall the payments continue? 
The Committee did not consider that it had 
been asked to determine the sum total of the 
payments. It has dealt with the ability of 
Germany to make annual payments out of in- 
come, and the ability to make such payments 
over a period of years, be it ten or thirty, for 
a country of growing industrial strength, im- 
plies ability to go on doing so indefinitely. 
How long the payments shall continue, there- 
fore, depends upon other considerations than 
mere ability to pay, and the Committee had 
not been invited to deal with them. Its task 
was not that of general arbitration. Obvious- 
ly the question how long the payments shall 
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continue, or what the total sum shall be, is 
one upon which an agreement should be 
reached. There are conditions in the plan and 
in the London agreement which suggest a nat- 
ural limit for the term of payments, to which 
reference will be made later. 

The question of French and Belgian occupa- 
tion of German territory is another delicate 
one, and apparently the one over which Ger- 
many just now is most concerned. Upon this 
point the Committee says: 

We have therefore been compelled to make the 
assumption that the fiscal and economic unity of the 
Reich will be restored. Our whole report is based 
on this hypothesis. 

If political guarantees and penalties intended to 
insure execution of the plan proposed are considered 
desirable, they fall outside the committee’s jurisdic- 
tion. Questions of military occupation also are not 
within our terms of reference. It is, however, our 
duty to point out clearly that our forecasts are based 
on the assumption that economic activity will be 
unhampered and unaffected by any foreign organiza- 
tion other than the controls herein provided. Con- 
sequently our plan is based upon the assumption that 
existing measures, in so far as they hamper that 
activity, will be withdrawn or sufficiently modified 
so soon as Germany has put into execution the plan 
recommended and that they will not be reimposed 
except in case of flagrant failure to fulfill the condi- 
tions accepted by common agreement. In case of 
such a failure it is plainly for the creditor Govern- 
ments, acting with the conscientiousness of joint 
trusteeship of the financial interests of themselves 
and of others who will have advanced money upon 
lines of the plan, then to determine the nature of 
the sanctions to be applied and the method of their 
rapid and effective application. 


Spirit of Compromise Necessary 


Other questions of great importance are 
sure to arise in the operation of the plan. It 
is quite possible that the plan will not pro- 
duce the results anticipated of it, either in 
Germany or the creditor countries, and that 
irritation thus developed will make difficult 
the adjudications that are required. It is of the 
highest importance, therefore, that when the plan 
is adopted, as now seems probable, all parties shall 
undertake to carry it out in a liberal and har- 
monious spirit. From the time it goes into effect, 
it will be more than a compact between the sig- 
natories; other countries will begin forthwith to 
act upon it and to rely upon it. 


The Committee’s Plan 


General Dawes in his introduction to the 
Report says that the recommendations are to 
be considered “not as inflicting penalties, but 
as suggesting means for assisting the eco- 
nomic recovery of all European peoples,” and 
the Report itself in the second paragraph says 
that the “guarantees which we propose are 
economic, not political.” General Dawes sets 
ferth the guiding principle of the Committee 
in determining what Germany can pay in the 
following paragraph: 


Since, as a result of the war, the creditors of Ger- 
many are paying taxes to the limit of their capacity, 
so also must Germany be encouraged to pay taxes 
from year to year to the limit of her capacity. This 


is in accord with the just and underlying principle 
of the Treaty of Versailles, reaffirmed by Germany 
in its note of May 29, 1919, that the German scheme 
of taxation must be “fully as heavy proportionately 
as that of any of the powers represented on the 
Commission.” More than this limit could not be ex- 
pected and less than this would relieve Germany 
from the common hardship and give to her an unfair 
advantage in the industrial competition of the future. 


The Report makes a sharp distinction be- 
tween the two closely related questions which 
it had to solve, to-wit: “First, the amount of 
revenue Germany can raise available for repa- 
ration account, and, second, the amount which 
can be transferred to foreign countries.” This 
is a distinction that has been wanting in many 
discussions of the subject heretofore. 


Proceeds of Taxation 


The Committee addressed itself first to the 
revenue question, which it elucidates at length. 
It concludes that no reparation payment 
should be made in the first two years from the 
proceeds of the budget, but that in the third 
year a payment of 110,000,000 gold marks may 
be provided for, which is increased to 500,- 
000,000 in the fourth year and 1,250,000,000 in 
the fifth year. As the gold mark is the equiva- 
lent in gold contents of 23.8 cents the above 
sum may be roughly converted into United 
States dollars by taking them at one-fourth. 


The payment of the fifth year is called the 
“standard” payment, and becomes obligatory 
from that time forward, with additions deter- 
mined by a set of indexes intended to relate 
the increased payments to the state of general 
prosperity and tax-paying power. The in- 
dexes are based upon statistics of imports and 
exports, budget receipts and expenditures, 
railroad traffic, money value of consumption 
within Germany, of sugar, tobacco, beer and 
alcohol, population, coal consumption per 
capita. 

This is the extent of proposed demands upon 
the revenues for reparations, except that the 
“transport tax,’ which corresponds to the 
transportation taxes levied in this country, 
is permanently pledged to that purpose. This 
is estimated to yield from 250,000,000 to 300,- 
000,000 gold marks. 


Railroad Bonds 


The Committee then goes out in search of 
other income which may be applied to repara- 
tions, and fixes upon the railroads as the prin- 
cipal source. They are owned by the Federal 
government, and experts in the service of the 
Committee valued them at 26,000,000,000 gold 
marks, and say they should be able to earn in- 
terest on this sum. Their debts have been 
wiped out by the depreciation of the old cur- 
rency. The Committee, in order to secure ef- 
ficient management, proposes that they be 
leased for a term of years to a private corpora- 























tion, and that they be capitalized by the issue, 
(1) of 11,000,000,000 gold marks in bonds bear- 
ing 5 per cent interest and 1 per cent amortiza- 
tion charge; (2) with 2,000,000,000 gold marks 
of preferred stock, to be sold to the public, and 
(3) 13,000,000,000 gold marks of common stock. 
The bonds will be all applied to reparations, 
the proceeds of one-fourth of the preferred 
stock go to the Germany Treasury and all the 
common stock will go to the Treasury. After 
the fourth year the reparations fund will re- 
ceive 660,000,000 gold marks annually from the 
bonds. 
Industrial Bonds 


The next and final source of income for repa- 
rations is to be from a bond issue of 5,000,000,- 
000 gold marks secured by mortgages on cor- 
poration properties. The theory of this, as in 
the case of the railroads, is that these proper- 
ties having been freed from debt by the depre- 
ciation of the old currency, can afford to 
carry these bonds, which will bear 5 per cent 
interest and 1 per cent for amortization, and 
still be able to compete with the industries of 
other countries. The reasoning upon this is 
rather involved and not altogether conclusive. 
The Committee itself points out that although 
the German government likewise has been 
freed from its great war debt by the deprecia- 
tion of the currency, this is not a clear gain, 
because it means a corresponding loss to the 
debt-holders, who thus are not able to pay the 
taxes they otherwise might pay. In other 
words, what was debt to the government was 
wealth to the holders. It is not difficult to 
see by the same reasoning that the sponging 
out of all debts, public and private, instead of 
making Germany rich, and instead of being 
an unmixed good even to the great industries, 
has caused a corresponding diminution of the 
consuming power of the public, affecting all 
the industries. The popular idea that Ger- 
many has become stronger industrially by rea- 
son of the cancellation of debts is one that can- 
not be accepted without qualification. It is a 
very involved proposition. 

However, the plan includes these 5,000,000,- 
000 gold mark bonds secured on the industries, 
from which the reparations fund is to receive 
300,000,000 gold marks annually. 

It will be noted that the total of mortgage 
bonds is 16,000,000,000 gold marks, or a little 
less than $4,000,000,000, and will supply about 
40 per cent of the “standard” annual payment. 
Moreover, these bonds are amortized at 1 
per cent per annum, which would extinguish 
them in 37 years. This seems to suggest an 


approximate limit to the term of all reparation 
payments, particularly as the London agree- 
ment, which this Plan is to supersede, pro- 
vided for amortization of the principal sum 
at 1 per cent annually. 
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Total Annual Reparation Payments 


These several sums, 1,250,000,000 gold marks 
from the budget revenues, 660,000,000 from the 
railroad bonds, 300,000,000 from the industrial 
bonds and 250,000,000 to 300,000,000 from the 
transport tax, is close to 2,500,000,000 gold 
marks, which is the sum fixed upon as the 
“standard” annual reparations payment. If 
there is default upon either of the bond issues 
the Treasury as endorser must make it up. 


Pro and Con Views 


The “standard” sum is equivalent to about 
$600,000,000, a large sum indeed—far more 
than ever before was attempted as an annual 
payment from one country to another. Opin- 
ions among men entitled to be classed as ex- 
perts differ as to whether such payments are 
practicable. It is to be borne in mind that as 
yet no question of exchange difficulties arising 
from the conversion of this sum into foreign 
monies is involved, but simply the collection 
of this sum within Germany for transfer, and 
the economic drain arising from its loss to the 
country. 

It is to be considered that Germany has 
been relieved of nearly all expense upon army 
and navy, which is indisputable economic gain. 
There is also relief from the payment of 
of interest on the national, state and munici- 
pal debts, which unquestionably reduces taxa- 
tion, although it cannot be counted as a clear 
gain of national wealth, as the debts are nearly 
all held in the country. 

Great Britain, carrying interest-bearing in- 
debtedness aggregating nearly $40,000,000,000, 
has just closed its fiscal year with a surplus of 
about $220,000,000. The tax-paying capacity 
of the United States cannot be set up as an 
example for Germany, but the United States 
Treasury is expected to show a surplus of 
nearly $400,000,000 this year. There is to be 
borne in mind all the time, however, the dif- 
ference between paying out such sums in the 
same country where they stimulate and sup- 
port the taxpaying ability, and paying them 
to foreign countries where the reaction upon 
home industry, if felt at all, is comparatively 
small. 

A Complicated Question 


Judging by the pre-war Germany, it would 
seem that the sum could be raised, but Ger- 
many is weaker than before the war, how 
much is another subject of disagreement. Her 
industrial equipment is in fine order, but she 
has been weakened by the loss of valuable re- 
sources and an enormous loss of working 
capital. Evidence of the latter is seen in the 
high interest rates prevailing, 25 per cent per 
annum being a common rate, 18 per cent the 
rate upon choice credit risks and three per cent 
a month not uncommon. The adoption of the 
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eight-hour day is generally held to have re- 
duced the productive capacity of the country: 
the late Hugo Stinnes insisted that repara- 
tion payments of any consequence could not 
be made unless it was abandoned. And from 
consideration of the hours of labor it would 
be easy to pass along to standards of living 
and the question of how far it is desirable or 
practicable to go in efforts to enforce economy 
upon the entire body of a people in order to 
pay for the injuries inflicted in war. The ad- 
vocates of prohibition may say that the Ger- 
mans could pay the sum contemplated by ab- 
staining from intoxicants and be better off 
themselves, and if abstention from tobacco was 
added the performance would be made doubly 
sure; but such measures probably would re- 
sult in overturning the government and scrap- 
ping the whole plan. There is no getting 
away from the fundamental condition that 
Teparation payments can be made only to the 
extent that they represent the willing purpose 
and sacrifices of the German people. Neither 
outside nor inside influences can make a peo- 
ple work and save unless they see a sufficient 
object in doing so. These considerations are 
of importance in connection with any loans to 
which other countries may be invited to sub- 
scribe. 

Consideration must be given also to the 
need for capital accumulation in Germany, for 
industrial improvements and developments 
corresponding to like developments in other 
countries, for unless German industry keeps 
the pace it will be unable to hold its position 
in world trade, and maintain or increase the 
surplus of exports over imports which is the 
primary condition of reparation payments. 
Broadly speaking, aside from wasteful expendi- 
tures, the entire production of weaith in a 
country is devoted either to maintaining the 
general standard of living or increasing the 
capacity of the industries. 


The Problem of International Payments 


On the whole, however, we are disposed to 
accept the judgment of the Committee, that 
the test of the practicability of the “standard” 
annual payment will not be in raising the sum 
of 2,500,000,000 gold marks for that purpose, 
but rather in getting these sums out of the 
country. 

The readers of this Letter are familiar with 
the statement often reiterated herein that in- 
ternational payments must be made in gold or 
commodities, except as they may be provision- 
ally disposed of by the transfer of securities. 
The latter do not accomplish a final payment. 
The amount which Germany actually can pay 
therefore is limited to the surplus of Germany’s 
exports, with due regard for what are called 
the “invisible” items in international relations. 
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While this essential truth may not have been 
unknown to the statesmen who have been deal- 
ing with the reparations question over the last 
five years, the Dawes Committee has given it 
a frank recognition which it never received 
before. 

After reaching a conclusion as above upon 
the amount that it was practicable for Ger- 
many to raise on reparations account, the Com- 
mittee turned its attention to the task of mak- 
ing the payments. It says: 

The funds raised and transferred to the Allies on 
‘the reparation account cannot in the long run ex- 
ceed the sums which the balance of payments makes 
it possible to transfer without currency and budget 
instability ensuing. * * 

It is easier to estimate the burden that Germany’s 
economic and fiscal resources can bear ‘than the 
amount of her wealth that can be safely transferred 


abroad, and it is the former and not the latter that 
has formed the first objective of the committee. 


They decided that it was impracticable for 
them to limit the sums to be raised by any 
calculations involved in such uncertainty as 
the course of the exchange. They concluded 
to cut the Gordian knot which had perplexed 
all the economists, and they did so by relieving 
Germany of the problem of getting the pay- 
ments out of the country and putting that re- 
sponsibility on the creditors. The Report ac- 
cordingly says: 

All payments for the account of reparations 
(whether from interest and sinking fund on railways 
or industrial debentures, the transport tax or from 
the budget contribution) will be paid in gold marks 
or their equivalent in Germany currency into the 
bank of issue to the credit of the “agent for repara- 
tion payments.” This payment is the definitive act 


of the German Government in meeting its financial 
obligation under the plan. 


The “bank of issue” referred to is the one 
which is a part of the plan, and of which 
more is said later. Its head office will be in 
Berlin. 

The reparations payments having been de- 
posited in the Bank, the next problem is to 
distribute them, and to accomplish this a 
Transfer Committee is appointed, consisting 
of a Chairman and five members “who shall 
be persons qualified to deal with exchange 
problems. They shall consist of an American 
member, a French member, an English mem- 
ber, an Italian member and a Belgian member. 
Each of them shall be appointed by the Rep- 
aration Commission after the member of the 
General Board of the bank of the same nation- 
ality has been consulted.” 

This committee is charged with getting the 
reparation funds out of the country, as well as 
it can be done without disrupting the ex- 
changes, which would depreciate the new cur- 
rency, upset the budget and ruin the plan. The 
Report says: 

This committee will regulate the execution of the 


program for deliveries in kind and the payments un- 
der the reparation recovery act in such a manner as 





to prevent difficulties arising with the foreign ex- 
change. They will also control the transfer of cash 
to the Allies by purchase of foreign exchange and 
generally so act as to secure the maximum transfers 
without bringing about instability of currency. Fuller 
details as to ‘their functions will be found in An- 
nex 6. If the payments by Germany on reparation 
account in the long run exceed the sums that can be 
thus transferred by deliveries or by purchase of for- 
eign currencies they will, of course, begin to accumu- 
late in the bank. 

Up to a certain point, in normal circumstances not 
excceding two millards (2,000,000,000 gold marks), 
these accumulations will form part of the short 
money operations of the bank. Beyond this point the 
committee will find employment for such funds in 
bonds or loans in Germany under the conditions laid 
down in the annex; but for economic and political 
reasons an unlimited accumulation in this form is 
not contemplated. We recommend that a limit of 
five millards (5,000,000,000 gold marks) be placed 
upon all funds accumulating in the hands of the 
reparation creditors in Germany. If this limit is 
reached the contributions from the budget are to be 
reduced below the standards set out in our plan, 
so that they are not in the excess of the withdrawals 
from the account, and the accumulation is not fur- 
ther increased. In ‘this contingency the payments 
by Germany out of the budget and the transport tax 
would be reduced until such time as the transfers to 
the Allies can be increased and the accumulation be 
reduced below the limit named, 


Reparations an Undetermined Sum, 


Nobody knows whether an average of 2,500,- 
000,000 gold marks can be transferred or not; 
hence the annual payments are not positively 
determined. This conclusion was unavoidable, 
unless the Dawes Committee was willing to 
act beyond being reasonably certain of its 
ground or reduce the fixed sum below that 
which it believed Germany was able to raise, 
Upon this point the Report says; 


We do not deny that this part of our proposal will 
present difficulties of a novel character, which can 
only be solved by experience. But, what are the 
alternatives? In order that no difficulties with the 
exchange or stability can possibly arise, the sum 
payable for reparation may be definitely fixed at 
such a figure as is certain beyond all doubt to be 
within Germany’s capacity to export in excess of hen 
imports. In this case the attainment of such cer- 
tainty would involve so low a figure as to be quite 
unacceptable to her creditors and unwarrantably fav- 
orable to Germany. On the other hand, the liability 
may be fixed without regard to that excess of ex- 
ports at all, and the discharge of the liability left to 
uncontrolled events without any possible regard to 
exchange difficulties. That way lie future instability 
and disaster. 

We are convinced that some kind of coordinated 
policy with continuous expert administration in re- 
gard to the exchange lies at the root of the repara- 
tion problem and is essential to any practicable 
scheme in obtaining the maximum sums from Ger- 
many for the benefit of the Allies which Paragraph 
ron - "gedaan in addition to railway and industrial 

nds. 


Deliveries in Kind 


A feature of the plan which would seem to 
have in it possibilities which cannot be clearly 
foreseen is that of providing for “deliveries in 
kind,” or in other words, payments in com- 
modities. If credits accumulate in the Bank, 
and trade conditions are such that exchange 
on Berlin cannot be sold abroad within the 
limitations of the plan, there will be an induce- 
ment for the creditor countries to take German 
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commodities. The method of so doing would 
be by ordering goods of German firms and 
drawing on the accumulated credits in pay- 
ment. There is no element of disturbance in 
this so Jong as these purchases do not occupy 
the German industries to such an extent that 
there will not be products enough for free ex- 
port to offset the necessary imports of the 
country. The Report calls attention to the 
fact that unless Germany can pay for her im- 
ports by means of her exports, either the ex- 
change equilibrium will be upset or it will be 
necessary to resort to foreign loans. It may 
be presumed that if there is difficulty in get- 
ting the collections out of Germany by the 
ordinary means of drafts against regular ex- 
port business, all of the creditor countries will 
be likely to order goods freely, even though 
they have to dump the commodities on world 
markets at a sacrifice. Such operations of 
course would be disturbing to trade and in- 
dustry everywhere. The Transfer Committee, 
however, appears to have authority over de- 
liveries in kind, and probably would not coun- 
tenance practices of this type. As already said, 
the plan must be carried out with a view to 
making it a success as a whole, for if it breaks 
down all payments will stop. Evidently the 
Transfer Committee is going to be an extreme- 
ly important body, 


The Bank of Issue 


The plan contemplates a bank of issue with 
a capital of 400,000,000 gold marks, or approxi- 
mately $100,000,000, for which stock is to be 
sold both within Germany and abroad. Its 
notes will be the only paper currency, taking 
the place of all the present currency and of 
the issues of the interim gold bank which is 
being just now established. The capital will 
all be paid up in gold or foreign credits, and 
the bank is required to carry a minimum re- 
serve of 33'/, per cent, but it is proposed, in 
view of the general state of restriction in 
Europe, that convertibility shall not be impera- 
tive at first. The restrictions as to investments 
are similar to those of all central banks, except 
that they are more stringent against loans to 
the government. The President, who shall be 
the managing head, shall be a German, and 
the executive board shall be Germans, but the 
general board of directors shall be of 14 mem- 
bers, of whom 7 shall be Germans and the 
other 7 consist of one each of the following 
nationalities: British, French, Italian, Belgian, 
American, Dutch and Swiss. A Commissioner, 
who shall be a foreigner, shall be elected by 
the Board by a majority vote of at least nine 
members, of whom the foreign members shall 
constitute at least six. The duties of the Com- 
missioner are described as follows: 


It shall be an essential duty of the Commissioner 
to enforce the provisions of the law and the statutory 
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regulations relative to the issue of notes and the 
maintenance of the banks’ reserves which guarantee 
that issue. To this effect the Commissioner shall 
have the right to have furnished to him all statistics 
and documents which he may deem useful for the 
accomplishment of his task, and whenever it appears 
to him necessary he may make any investigations, 
either in person or through his assistants. He shall 
be entitled to be present at the meetings of the 
managing board in Berlin. 

The office intrusted with the custody of the re- 
serve of notes shall only deliver notes when author- 
ized by the Commissioner so to do. 


An External Loan 


The plan contemplates that an external loan 
equal to about 800,000,000 gold marks, or 
$200,000,000, shall be offered at the inception 
of its operations. The Report says: 


An integral part of our scheme is the issue by 
Germany of a foreign loan of 800,000,000 gold marks. 
This loan is primarily essential for the successful 
establishment of the new bank and to insure the 
stabilization of the currency. The deposit of this 
amount in the new bank will be an important and 
necessary contribution to its gold reserves and en- 
large the basis of its currency issues. 

It will thus be enabled in the second place, without 
impairing its usefulness, for the above to play an 
important part in solving the problem created by 
Germany’s immediate and more urgent obligations to 
the Allies which do not necessitate the transfer of 
money abroad. 


It is not contemplated that proceeds of this 
loan will be required for balancing the ordi- 
nary budget or for reparation payments, ex- 
cept in financing the deliveries in kind which 
it is contemplated to continue even during 
the first year. It is expected that this loan 
will be offered in the financial centers of 
Europe and in the United States. 


Security for Reparations 


The report expresses the opinion that it is 
desirable that tangible and effective guaran- 
tees for the agreed payments shall be given. 


It urges that Germany herself will be 


“relieved of a large part of her political troubles if the 
main source of political controversy is removed by a 
system which no longer makes the payment of repara- 
tion depend upon the constant maintenance or re- 
newal of governmental decisions. In particular it 
is vital in the interests of our scheme, which depends 


for its success on the assured belief of the whole | 


world in the regular observance of a settlement once 
made. On the other hand, we do not hesitate to re- 
ject as undesirable for the purpose which all have 
in view, save in certain extreme events, any system 
which would involve, directly or indirecty, the vir- 
tual control of all Germany’s revenue and expendi- 
ture. It would involve the controlling authority in 
responsibility for all financial troubles, and it might 
be a pretext for them.” 

“We believe that the object can be attained if, 
without in any way impairing the first charge, which 
now exists in favor of reparation on all Germany’s 
assets, certain specific revenues are assigned to and 
under the control of Germany’s creditors. These reve- 
nues will furnish a collateral, but not a primary, se- 
curity, and we suggest that they should be the taxes 
on customs, alcohol, tobacco, beer and sugar.” 


The plan provides for a Commissioner rep- 
resenting the creditors to have supervision 
over the collection of each class of taxes so 
pledged. 


German Property Holdings Abroad 


The McKenna Committee, headed by Mr. 
Reginald McKenna, the London banker, and 
of which Mr. Henry M. Robinson, President 
of the First National Bank of Los Angeles, was 
a member, presented its report at the same 
time as the Dawes Committee. It was ap- 
pointed to make inquiry into German property 
holdings abroad. The report contains much 
interesting information, but indicates that al- 
though Germans have transferred important 
sums from Germany since the war, and real- 
ized probably over $2,000,000,000 by the sale 
of mark currency and credits, the sum total 
of their foreign holdings at the present time 
probably is not over $1,700,000,000, including 
property of every kind. This does not include 
holdings of foreign currency in Germany, 
which of course is a very tangible and liquid 
form of foreign credits. These currency hold- 
ings are estimated at about $300,000,000. The 
total of German holdings abroad is not more 
than one-quarter or one-fifth as great as before 
the war, having been depleted by sequestra- 
tion, depreciation and forced liquidation and 
the proceeds largely drawn upon for the pur- 
chase of necessary imports. 

The Committee has expressed itself very 
plainly as to suggestions for forcing the re- 
turn of German capital abroad. It says that 
the only way it can be gotten back is by of- 
fering inducements that will prompt the own- 
ers to voluntarily bring it back. Obviously 
this is true. 


Reduction of Original Allied Claims 


The recommendations of the Dawes Com- 
mittee represent a very great reduction from 
the original allied claims, and the apparent 
favor with which they are received by the 
creditor governments indicates that all have 
come to a much clearer appreciation of the 
difficulties attendant upon large international 
payments than they had at first. The public 
generally has been gradually coming to the 
conclusion that the great sums talked of never 
would be paid, and popular demand for their 
collection has subsided. No doubt this slow 
educational process was necessary. It is said 
that this conference was the seventeenth upon 
the terms of the Versailles treaty. The agree- 
ment of London in May, 1921, provided for rep- 
arations in the principal sum of 132,000,000,000 
gold marks, upon which interest at 5 per cent 
and an amortization charge of 1 per cent called 
for annual payments aggregating 7,920,000,000 
gold marks. This is reduced under the Dawes 
Committee recommendations to 2,500,000,000 
gold marks per annum, plus whatever addi- 
tional sums may be produced by the index of 
prosperity, but all subject to a practical 
demonstration that payments of such size can 
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be made without breaking down the ex- 
changes and monetary system. 

With 2,500,000,000 gold marks as Germany’s 
total annual payment, France will receive a 
little above’ $300,000,000, which hardly would 
meet the interest on the bonds she has sold for 
reconstruction purposes at the rates they now 
bear. The position of M. Poincare up to the 
appointment of the Dawes Commission was 
that France must have enough from Germany 
to reimburse the reconstruction expenditures 
and pay her debts to Great Britain and the 
United States, whose claims upon her aggre- 
gate an amount equal to or greater than the 
reconstruction indebtedness. 

If this proves to be the outcome of the 
reparations dispute it is inevitable that France 
will turn to Great Britain and the United States 
and ask for a reduction of her outstanding ob- 
ligations to them, and the people of the United 
States may as well be thinking upon what an- 
swer they will make to this question. The 
subject of huge international payments has 
been thoroughly explored by this able Com- 
mittee, of which eminent citizens of the 
United States have been members, and the 
Committee has lucidly described the natural 
difficulties attending upon such payments and 
the limitations that inevitably exist. There is 
no denying that the principles laid down by 
the Committee apply to the international in- 
debtedness running to the United States in 
precisely the same manner as to the indebted- 
ness from Germany to the allied governments. 
Five years have been spent in getting these 
principles adopted as the basis of settlement 
for reparations—if they are now adopted—and 
meanwhile all the world has been suffering 
from the demoralization of trade and industry 
resulting from the delay. We have a reaction 
in the United States in the low prices ruling 
for farm products and measures of govern- 
mental “relief” for agriculture, now pending. 
Will it require as long to arrive at a settlement 
of the indebtedness to the United States as it 
has at a settlement of Reparations. 

Some time, possibly, the world will under- 
stand that the interests of nations and of all 
classes and industrial groups are fundamen- 
tally harmonious and interdependent, and 
learn to think in terms of the whole. When 
that time comes there will be no more trouble 
over the payment of war debts or indemnities, 
for there will be no more wars. 


The McNary-Haugen Bill 


We have referred heretofore to the McNary- 
Haugen bill, intended to give aid to agricul- 
ture, and our comments have brought so 
many inquiries and counter-arguments that 
it has been impossible to reply to them by let- 
ter. We have thought best to give it the more 





comprehensive discussion which follows. The 
supporters of this bill believe that something 
must be done to restore just and proper rela- 
tions between certain farm staples that are 
much depressed in value and the general list 
of commodities which farmers are obliged to 
buy. This is the purpose of the bill. On the 
other hand, those who oppose it agree that the 
disparity of prices exists, and deplore it, but 
do not believe that any extensive scheme of 
price-fixing under governmental authority will 
be or can be a success, and are convinced that 
the attempt will do harm rather than good. 
It is not a question of purposes but of policies. 


Reasons for Agricultural Depression 

The situation in agriculture sought to be 
remedied arises from the fact that agriculture 
was highly stimulated during the war by the 
extraordinary demands for its products by 
Europe, and that since the war European agri- 
culture has come back practically to pre-war 
production, excepting in Russia, and with 
Russia again in the markets as an exporter. On 
the other hand, the demands of the war upon 
our labor supply caused a curtailment in some 
branches of industry, particularly in construc- 
tion work, with the result that there is now 
great activity in these lines, and a demand for 
labor which has maintained wages at the war 
time level and even above. This, together with 
the unyielding policy of the labor organiza- 
tions has kept industrial costs up close to the 
war-time level and caused a serious disparity 
between the prices of farm products and other 
products and services. 

In so far as this situation is due to the fact 
that less farm production is now required and 
more labor is needed in other industries, the 
real remedy is to be found by a shift of labor 
from the farms to the other industries, and 
this shift is now going on. There is no reason 
for such alarming prophecies as that all the 
farms are going to be deserted or that agricul- 
ture is going into decay. A moment’s reflec- 
tion will satisfy any one that long before the 
movement from the farms reaches any such 
proportions the prices of farm products will 
rise to a point that will stop it. The daily 
market reports show that with every decline 
of receipts or indication of reduced production 
prices show a tendency to rise. On the other 
hand a movement of labor to the other indus- 
tries will tend to lower industrial costs and 
bring the prices of goods down to the former 
relationship with farm products. 


Theory of the McNary-Haugen Bill 
The McNary-Haugen bill ignores the funda- 
mental necessity for such readjustments and 
attempts by a highly artificial plan to raise and 
maintain the prices of farm products without 
regard to supply and demand. 
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It proposes an appropriation of $200,000,000 
from the Treasury (to start with) with which 
a Government Corporation is to buy farm 
products with the purpose of raising prices 
to what is called the “pre-war ratio” with the 
general list of commodities included in the 
price tables of the Bureau of Labor, Washing- 
ton, D. C. The plan is to buy up the surplus 
of certain farm products, over and above 
the amount required for home consumption, 
and sell it in foreign markets at prevailing 
prices. The surplus thus disposed of, the Cor- 
poration would maintain prices on the remain- 
ing supply at the desired height and with the 
aid of protective tariff duties to prevent im- 
ports. It would lose money on the sales 
abroad, and these losses would be charged 
back to the producers by an ingenious scheme 
that will be described further on. The magni- 
tude of the contemplated operations is indi- 
cated by the fact that this Corporation is au- 
thorized to borrow One Billion Dollars. 


The Dumping Policy 


The first objectionable feature to be noted 
is the purpose to sell these food products for 
foreign consumption below the prices which 
home consumers must pay. There has been 
more or less agitation in the past over sales 
of domestic manufactures abroad for less than 
at home, and public opinion usually condemns 
it as a regular practice, but this is the first 
proposal that such a practice shall be main- 
tained under the auspices of the Government. 
The practice is fundamentally unsound, and 
while it may not be practicable to forbid it in 
private business, certainly the Government 
should not put the seal of its approval upon it. 
What can be said against the policy after the 
Government has adopted it? 


The practice of selling products abroad for 
lower prices than at home in order to get rid 
of a troublesome surplus, while excluding for- 
eign products from the home market by tariffs, 
is called “dumping,” and is so universally ob- 
jectionable that most countries have legisla- 
tion against it, in the form of countervailing 
duties. The practice in this case would be 
especially objectionable because under the aus- 
pices of the Government, and there is reason 
to believe that the colonies of Great Britain, 
which are jealous of rivals in the British mar- 
ket, would appeal to the British government 
for protective or retaliatory legislation. They 
would naturally say that the United States 
was refusing to do its part in correcting a 
world situation under which they too were suf- 
fering, and aggravating it at their expense by 
virtually subsidizing exports and forcing their 
sale in the British market at less than costs of 
production. 


The Scrip Feature 


And it is true that we would be forcing the 
sale of our surplus under conditions tending 
to demoralize the foreign markets, for under 
the plan the Government Export Corporation 
is obliged to sell the surplus within a limited 
time in order to make settlement with the 
farmers. The plan provides that the farmers 
shall be paid partly in “scrip,” which is to be 
redeemed later, when the operations of the 
year are closed up, and against this scrip are 
to be charged proportionately the losses on ex- 
ports and the expenses of the whole system. 
The Commission cannot make settlement upon 
the scrip until it has disposed in full of the 
exportable surplus. Foreign producers will 
have to either stand aside until the Commis- 
sion is through selling, which will compel them 
to carry over whatever world surplus there is, 
or enter into vigorous competition, and prob- 
ably will choose the latter. The effect will be 
to make living costs lower in other countries 
than here, with costs of production lower in all 
industries, and thus intensify all the indus- 
trial competition this country has to meet. 

The scrip is a very objectionable feature of 
the plan, If transferable, as under the terms 
of the bill it may be, it will be a subject of 
discount and speculation, and probably many 
farmers will part with their shares before the 
time of redemption comes. 

When the enhanced cost to consumers is 
compared with what the plan will finally net 
the farmers, after deducting losses on export 
sales, cost of administration, interest on capi- 
tal employed and probable sacrifices in realiz- 
ing on the scrip, it will be found that the plan 
is an exceedingly expensive and wasteful 
method of helping the farmers. The only peo- 
ple likely to be really helped by it are the 
foreign consumers. 

The public may be willing to stand a levy 
of some kind to aid the farmer in his emer- 
gency, but a reasonable share of the cost to 
the public ought to get to the farmer. This 
scheme is cumbersome, indefinite, ineffective, 
and excessively costly. 

The scrip, if in the form of a promise to pay 
money, might become a factor in promoting infla- 
tion, thus increasing the uncertainties of the busi- 
ness situation. The bill says that the scrip shall be 
issued in form and denominations to be pre- 
scribed by the Corporation, which indicates that 
it is to be in even sums, like money.* 

*Since the foregoing comments upon the pro- 
posed scrip were written the Senate bill has been 
amended to substitute the words “participation cer- 
tificates” for “scrip,” and the House bill has been 
amended to authorize the Corporation to provide a 
plan for creating an “equalization fund.” These 
amendments indicate that the managers of the meas- 
ure are aware of the objections to the scrip scheme, 
but have not themselves been able to devise a satis- 


factory substitute. Under the circumstances we have 
allowed the comments upon scrip to stand. 





The Bureau of Labor Price Tables 


The plan contemplates that the prices of the 
farm products named shall be raised to the 
“pre-war ratio” with the average of the “all-- 
commodity” tables of the Bureau of Labor. 


The Bureau of Agricultural Economics, De- 
partment of Agriculture, in its monthly sum- 
mary of farming conditions issued April Ist, 
1924, gives the following price indexes for the 
principal farm products in the months of Feb- 
ruary, 1923 and 1924, the figures representing 
a comparison with average prices of the year 
1913, which are represented by 100: 


[Farm products figures from Bureau of Agriculr 
tural Economics; commodity groups from Bureau of 
Labor Statistics; index numbers based on Depart- 
ment’s farm prices.] 


FARM PRODUCTS 
(Prices at the Farm) 
1913 = 100 
Feb.1923 Feb. 1924 

Cotton 216 253 
Corn 122 129 
Wheat 133 125 
Hay 109 
Potatoes 100 
Beef cattle 94 
Hogs 102 
Eggs 155 
Butter 155 
Wool 211 


COMMODITY GROUPS 
(Wholesale Prices) 
1913 = 100 
































Feb.1923 Feb.1924 
Farm products 142 143 
Food, etc. 143 
Cloths and clothing 196 
Fuel and lighting 180 
Metal and metal products 143 
Building materials 182 
Chemicals, etc. 131 
Housefurnishing goods . 176 
All commodities 157 152 

















The above index of the Bureau of Labor for 
the farm products group is 143 against 142 one 
year before, and of the ten principal farm prod- 
ucts named, 4 are above the “all-commodity 
index,” to wit, cotton, eggs, butter and wool. 
It is not proposed to reduce the prices of these, 
but leave them undisturbed and raise the price 
of each of the others up to the “all-commodity” 
level. 

Why Hogs Have Declined 

The index figure for hogs in the table above 
is the lowest for any farm product named and 
as this seems to give this product the strong- 
est claims for help, and because the hog situ- 
ation over the last few vears illustrates very 
well the fundamental fallacy in the whole 
scheme, it is well worth while to review that 
“situation. According to the Department of 
Agriculture the number of swine slaughtered 
in establishments where Federal inspection is 
maintained (which is all establishments doing 
inter-state business) in each calendar year 
since and including 1910 has been as given 
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below, and to this has been added the official 
figures for pork products exported and the 
figures for the average annual price of hogs at 
Chicago, from the Year Book of the Drover’s 
Journal: 


NUMBER OF HOGS SLAUGHTERED UNDER 
FEDERAL INSPECTION AND POUNDS OF 
HOG PRODUCTS EXPORTED CALEN- 

DAR YEARS 1910 TO 1923 


Avge. Annual 
Pounds of Price for 
Pork Product all Grades 
Exported at Chicago 
1,998,113,000 $7.55 
1,496,769,000 9.20 
1,639,557,000 8.65 
1,553,849,000 14.15 
2,659,722,000 17.85* 
2,263,077,000 17.45 
1,315,699,000 15.10 
1,463,286,000 9.60 
1,381,809,000 7.10 
832,615,000 8.30 
1,028,309,000 8.35 
991,092,000 7.55 
34,132,955 1,057,304,000 6.70 
26,013,783 688,621,000 8.90 


*Highest year's average on record for all grades. 


Inspected 
Hogs 
Slaughtered 
53,333,708 
43,113,629 
38,982,355 
38,018,684 
41,811,830 
41,214,250 
33,909,704 
43,083,703 
38,381,228 
32,531,841 
34,198,585 
33,052,727 


Calendar 


The number of hogs slaughtered increased 
from 1910 to 1923 by 105 per cent, while the 
population increased by 21.6 per cent. The 
increase in slaughterings in 1923 over 1922 was 
23.7 per cent, while the increase in population 
was 1.3 per cent, and, finally, in the first three 
months of 1924, hog marketings have increased 
11.54 per cent over the corresponding quarter 
of 1923. The increase in exports was largely 
due to the very reduction in prices of which 
complaint is made, and the Department of 
Agriculture calculates that the consumption of 
meats in this country increased 18 pounds per 
capita in 1923 over 1922. JI.ower prices and 
increased industrial activity were the factors 
in this increase. 

In short, the fluctuations of hog prices illus- 
trate how the production and consumption of 
products are automatically adjusted to each 
other under natural conditions. The McNary- 
Haugen bill, which proposes to lift every one 
of the principal farm products to a certain 
level and hold it there, disregards the fact that 
prices are a factor in both production and con- 
sumption. The free play of prices is necessary 
to the adjustment of production and consump- 
tion to each other. The normal cquilibrium 
never will be restored until accomplished auto- 
matically by the free action of prices. 

An earnest Minnesota advocate of this bill 
prophesies its effect upon hog prices as fol- 
lows: 

Under the operation of this bill the exchange value 
of live hogs would be raised from the present price to 
the relationship existing in 1913, so that instead of 


selling hogs here for $6.50 per hundred pounds, they 
should sell for more than $11 per hundred pounds. 


This is a very exhilerating promise to 
the hog-producer, but based upon assump- 
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tions that leave a great many important factors 
out of the account. It assumes that one im- 
portant economic factor in a situation can be 
changed and all other factors remain the same, 
which never is true. 


Effects Upon the Cotton Grower 


The price of cotton being above the pre-war 
ratio, the cotton-grower will not participate in 
the promised benefits from this bill and his 
position illustrates how the arbitrary efforts 
to aid certain groups inevitably injure others. 
The high price now ruling for cotton as com- 
pared with 1913 does not signify increased 
prosperity for the grower. It is the result of a 
small crop raised at high cost. The crop of 
1913 was 14,156,000 bales, grown on 37,089,000 
acres, while the crop of 1923 was 10,128,478 
bales grown on 37,420,000 acres. The cotton- 
grower is contending with an insect pest which 
involves him in heavy additional expense and 
also very much increases the cost of produc- 
tion by reducing the yield per acre. He is in 
no position to be legislated against. The in- 
creased price which he is receiving represents 
the compensation which natural economic law 
gives him for struggling under adverse condi- 
tions, but this artificial price-fixing measure be- 
fore us takes no account of conditions of this 
kind. On the contrary, its effect will be to 
largely nullify the compensation which eco- 
nomic law would give to the cotton-grower 
for his hard conditions. The cotton-grower 
buys most of his food and feed, and the Mc- 
Nary-Haugen act proposes to raise the prices 
of these, and thus increase his outlay, while 
giving him nothing; moreover, the higher liv- 
ing costs that will result to all industrial work- 
ers will come back upon the cotton-grower in 
higher prices for everything he must buy. 


The cotton-grower’s position is as trying 
and precarious as that of any producer in the 
country, and he is entitled to what natural 
economic conditions will give him, and that 
they shall not be regulated to his disadvantage. 
It is not a question of dealing out exact jus- 
tice to everybody. That is impossible. There 
will be no equality of benefits from this bill. 
There are inequalities and losses constantly 
arising in the business world from unforesee- 
able conditions, and everybody accepts them 
without complaint so long as nobody is respon- 
sible for them, but when they result from some- 
body’s intent or from governmental interfer- 
ence with natural conditions there is certain 
to be bitter protest. 


Cotton Contrasted with Hogs 


In contrast with the picture of the hog situ- 
ation over fourteen years is given below a pic- 
ture of the cotton situation over the same 
period. The trend in recent years of produc- 


tion and price has been the reverse of that in 
the case of hogs; cotton has advanced and hogs 
have declined, but both afford evidence of the 
dominating influence of the law of supply and 
demand. 


COTTON PRODUCED IN AND EXPORTED FROM 
THE UNITED STATES AND ANNUAL AVER- 
AGE PRICE PER POUND OF MIDDLING 
COTTON IN NEW YORK MARKET 

1910 TO 1923 

Annual Avge. 

Price Per 

Ib. Middling 

Cotton in 

New York 

Bales PerCent Market* 

Exported Exported (Cenis) 
5,279,165 52.1 29.44 
6,113,813 62.6 21.17 
6,474,105 81.3 15.07 
6,159,132 45.8 33.89 
6,557,187 57.4 32.25 
4,112,349 34.1 31.70 
4,818,843 42.6 23.49 
7,029,721 61.3 14.45 
8,358,992 74.6 10.14 
6,320,485 39.1 11.18 
8,609,588 60.8 12.80 
10,694,472 78.0 11.52 
1911 15,692,701 8,607,401 54.8 13.01 
1910 11,608,616 7,097,299 61.1 15.11 


*As the cotton crop is gathered in the latter half 
of the year, the intluence of a given crop upon prices 
is manifest in the following year as well is in the 
year of production. 


Bales 

Produced in 

500 lb. Bales 
1923 10,128,478 
1922 9,761,817 
1921 7,953,641 
1920 13,439,603 
1919 11,420,763 
1918 12,040,532 
1917 11,302,375 
1916 11,449,930 
1915 11,191,820 
1914 16,134,930 
1913 14,156,486 
1912 13,703,421 


Farm Products Prices Not the Lowest 


The plea runs all through the arguments 
that the prices of farm products have fallen 
much farther than other products. It is true 
that certain farm products are depressed to a 
deplorable degree, but attention is invited to 
che table of Commodity Groups (wholesale 
prices), and to the fact that the index numbers 
for two of these groups are either below or 
the same as the index for “Farm Products.” 
“Metals and Metal Products” stood in Febru- 
ary, 1923, at 139, against 142 for “Farm Prod- 
ucts,” and in February, 1924, at 143, the same 
as “Farm Products,” while “Chemicals, etc.,” 
were lower than “Farm Products” both in 
1923 and 1924. It is worthy of note also that 
“Metals and Metal Products” consist of a class 
of commodities (chiefly iron and steel) the 
prices of which are commonly represented as 
controlled by large companies in combination. 
In fact this assertion is largely the basis of the 
argument for this measure. 


The Bureau of Labor tables show that the 
“Metals and Metal Products” group did not 
advance as far as the “Farm Products” group 
during the war and following, and has fallen 
lower since the slump. Of course there are 
people who will say that these tables are un- 
reliable, but they hardly can be the same peo- 
ple who want them made the basis of the en- 
tire system of price-fixing provided for in the 
McNary-Haugen bill. 
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Manufactures from Farm Products 


The chief administration difficulties will 
arise in the case of commodities manufactured 
from farm products, such as flour and packing- 
house products. There can be no final settle- 
ment with the farmer for his wheat sold to 
a miller or for his hogs sold to a packer until 
it is known what the proportion of the mil- 
ler’s products or packer’s products has been 
sold abroad and just how much the 
miller or packer has lost on the same. If 
the Government Export Corporation was buy- 
ing direct from the farmer and selling abroad, 
the situation would be comparatively simple in 
this respect, although immeasurably compli- 
cated in other respects. The sale of wheat in 
foreign markets is comparatively simple, but 
the sales of flour and meat are merchandising 
transactions; their distribution is widespread, 
foreign sales organizations are maintained, 
private brands and established trade relations 
are of value. Since the raw materials must 
be purchased at the established domestic 
prices, every foreign sale must be at a loss, 
for which the sellers will have to be reim- 
bursed, unless the export business is to be 
abandoned. 

Some of the sponsors for the bill protest 
that there is no intention to have the Govern- 
ment Corporation enter the milling or packing 
business, but Section 232 of this bill reads that: 

The corporation is authorized to acquire, construct, 
maintain and dispose of or acquire the rights of 
operation of (1) storage warehouses for basic agri- 
cultural commodities; (2) facilities for transporta- 
tion (otherwise than a common carrier) in connec- 
tion with the storage of such commodities, * * * 


and (3) facilities for processing such commodities, 
etc. 


Here is authority for a stupendous venture 
on the part of the Government, and the alter- 
native is a supervision of private business, un- 
desirable if not impracticable. It is true that 
the Corporation may contract with millers and 
packers to handle the foreign business upon a 
fixed gross margin above the cost of raw ma- 
terials, but the margin probably would be 
larger than under free competitive conditions, 
and the increase would be charged against the 
outstanding scrip. 


Other Paternalistic Legislation 


The advocates of this measure in attempting 
to justify its extraordinary features rely al- 
most wholly upon the plea that other legisla- 
tion has been enacted for the benefit of certain 
groups or classes, and that this proposal in- 
volves no greater interference with natural 
conditions. The first answer to this is that one 
offense against sound policy is not justified by 
the fact that other offenses have been com- 
mitted. The other acts referred to may have 
been mistaken ones, perhaps supported in like 


manner, because something else for a like pur- 
pose had been done before. We don’t want to go 
on, and on, from one error to another, perhaps 
stretching the precedent each time, simply be- 
cause something having a similar purpose has 
been done before. We ought to have some 
definite principle by which to guide public poli- 
cies and it ought to be something different 
from an understanding that every special in- 
terest shall have what it wants on condition 
that every other interest may have the same. 
That proposition is wholly indefensible. It is 
not indefensible to have in view immediate 
benefits to a group or class, provided such pol- 
icy also will confer benefits upon all, but the 
general interest should dominate in every in- 
stance. Our system of individual liberty, with 
the private-ownership of property and man- 
agement of industry, is all based upon the 
theory that the strongest incentive to personal 
effort is personal gain, and that this is unobjec- 
tionable, provided the personal gains are ac- 
complished by efforts which also advance the 
common interests of society. And so the Gov- 
ernment may adopt policies for the general 
good which incidentally benefit individuals, 
but such policies must be economically sound 
from the standpoint of the public welfare; 
otherwise the more “help” there is granted to 
the various groups the poorer the community 
will become. The McNary-Haugen bill is un- 


sound even by the test of probable benefits to 
farmers. 


The Protective Tariff 


The chief reliance for a precedent is upon 
the protective tariff. This is not the place for 
an argument upon the protective tariff. That 
is a very old subject of discussion, and most 
people have rather fixed opinions upon it. It 
always has been admitted, however, by protec- 
tionists and free traders alike, that the argu- 
ment for protection is stronger as to some 
commodities than as to others. That is to say, 
a legislator with an impartial desire to foster 
home industry will see more reason for action 
in some cases than in others. The elements 
of probable cost, probable results, possible re- 
actions upon other industries, etc., all vary 
with different cases, and are all entitled to 
consideration. Each proposal should be con- 
sidered upon its merits. The strongest pro- 
tectionist must admit that there are limita- 
tions to the practical application of the policy, 
and this bill is different from a tariff act in 
very important respects. 


Certainly a protective tariff has the merit 
of simplicity as compared with this measure. 
The general argument for a tariff is that it 
will develop and increase home production, 
but the purpose of this measure is to deal with 
overproduction in the case of certain products, 
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by virtually subsidizing it. The tendency 
must be to maintain an unbalanced and uneco- 
nomic situation. 

Moreover, it is inconceivable that a law 
would be passed explicitly providing for the 
sale of any manufactured commodity abroad 
for lower prices than at home, and inconceiv- 
able that the millions of people in our great 
industrial centers will be satisfied to have this 
government managing the sale in foreign mar- 
kets of foodstuffs of our own production at 
lower prices than for home consumption. 


Regulation of Group Relations 


The avowed purpose of the bill, to maintain 
by governmental regulation certain definite re- 
lations between the compensation or incomes 
of people in different industries, is fundamen- 
tally fallacious and visionary. It has been 
tried many times, last in Russia, and resulted 
always in nothing but confusion, disorder, mis- 
ery and complete failure. The present high 
cost of industrial products as compared with 
farm products is due to high industrial costs, 
which in the last analysis consist of wages. 
There is no reason to believe that the wage- 
earning class will not demand wage increases 
to cover every increase in living costs. It is 
said that the Federation of Labor has approved 
of the bill, but if the Federation has agreed that 
there will be no demands for wage increases 
after the cost of living has advanced as indi- 
cated, the pledge ought to be more publicly 
given. In fact, it is not possible for any body 
to make such a pledge. It is the common 
policy of labor organizations to give moral sup- 
port to other labor organizations seeking 
higher wages, although it is a familiar fact 
that such increases are forthwith reflected in 
higher living costs upon themselves. They ex- 
pect to cover these by wage demands of their 
own. No group can consistently deny the right 
of other groups to seek higher compensation. 
The wage-earners and farmers discuss this 
subject sympathetically, and with the implica- 
tion that both will get what they want at the 
expense of mythical plutocrats, whom neither 
of them know, and who in fact are an insignifi- 
cant factor in the situation. 

Mr. Gompers, President of the American 
Federation of Labor, and Mr. Stone, head of 
the Brotherhood of Locomotive Engineers, at- 
tended the Wheat Conference held in Chicago 
last and pledged the support of their organiza- 
tions to any efforts the farmers might make 
to raise the price of wheat, but that they did 
not consider this as restricting them in efforts 
to raise wages is evident from their activities 
since. Shortly after the Conference the broth- 
erhoods of railroad employes began negotia- 
tions for pay increases in which they have been 
partially successful. They asked for increases 


sufficient to fully cover the reductions which 
they accepted in 1921, and asked for them on 
the ground that the cost of living had in- 
creased since 1921. They regarded the pre- 
war ratio as ancient history. 


Railroad charges are among the charges 
which have not come down to correspond with 
the decline of farm products, but practically 
every item in operating costs consists of labor 
in one form or another—if not of their own 
employes, of coal miners, the employes of 
equipment companies, etc. The average wage 
increase among their own employes since 1916, 
allowing for the shorter day, has been 126 per 
cent, while the average increase in freight 
charges over the whole country has been 57 
per cent. 

In view of this showing of the part that 
wages play in freight rates and of the policy 
of railroad employes in pressing for higher 
wages in recent months, what reason is there 
for assuming that they or wage-earners gen- 
erally will not ask for compensatory wage- 
increases for every increase in the prices of 
what they have to buy? Foodstuffs are the 
principal factor in the cost of living. 


The Exchange Equilibrium 


It is strange how timidly the advocates of 
this bill approach the real question, which is 
the exchange ratio between the products of 
the farm and the products of labor in the other 
industries. Thus a prominent champion of this 
bill, editor of a western farm journal, in an 
open letter to Congressman Cannon, says: 

We have the remarkable situation where the daily 
wage of a bricklayer or plasterer during 1923 equalled 
the value of an average acre of wheat or of a 230-lb. 
hog which it took seven months of the farmer’s care 
and feed to produce. Mind you, I am not saying 
that ‘the bricklayer or plasterer should accept less, 
for this precipitates a question which I do not care 
to discuss at this time, I am merely citing the cold 
facts as they are and why there is serious troubdle 
out at the “crossroads.” 


With no disrespect intended, this is only 
shuffling around the issue. The writer of the 
above protests that he doesn’t want to discuss 
the subject of wages; but he does discuss 
wages, and this entire controversy is over the 
exchange relations between wages and farm 
products. Instead of discussing it directly a 
roundabout scheme has been devised for re- 
ducing the purchasing power of all wages so 
politely that the wage earners are supposed 
not to know of it! It may be expected, how- 
ever, that if the price of hogs is lifted from 
$6.50 to above $11.00 most of the people who 
eat pork will soon find it out. The whole 
scheme of having the compensation of one 
class raised by artificial means while the com- 
pensation of all others remain unchanged is a 
mere dream of what one class may do to the 
others if the others will sit still and allow it 














to be done. According to all experience the 
effect of this bill will be to start the old circle 
of rising wages and prices which has no end 
but in a general collapse. 

The advocates of the bill clinch their argu- 
ments by asking if this plan is condemned as 
unsound what plan its opponents offer as a 
remedy. It is generally agreed that the dis- 
order complained of exists in the unbalanced 
relations between the prices of certain farm 
staples and other products, and it is necessary 
to repeat the fundamental principle that regu- 
lation of the relations between the people of 
different industries and occupations is no part 
of the business of the Government and beyond 
its power. What this plan proposes to accom- 
plish by indirection is no different in effect 
from a proposal to regulate all wages down to 
the pre-war level of purchasing power. 


The problem is that of restoring the indus- 
trial equilibrium, which means normal rela- 
tions as known in the past between the com- 
pensation of different groups of producers. It 
must be frankly recognized as a difficult prob- 
lem, because any attempt to deal with it by 
legislation means compulsion, and the people 
of this country are not accustomed to com- 
pulsory regulation of personal compensation. 
There is no getting away from this problem, 
for it is impossible to pass any legislation 
arbitrarily altering existing relations without 
facing it. 


Regulation of Wages Unpopular 


Popular antagonism to anything like regula- 
tion of wages by authority is shown by the 
opposition to compulsory wage-fixing on the 
railways. Certainly there is ground for main- 
taining that the comparatively small number 
of persons who happen to be employed upon 
the railways should not have the right by con- 
certed action to shut down the transportation 
service of the country at will as a means of 
enforcing their demands. The right of in- 
dividuals to leave the service cannot be dis- 
puted, but a strike in something more than 
the exercise of individual liberty. It is an 
aggressive action, but the public hesitates to 
legislate regarding it, because the law would 
be unenforceable unless backed by overwhelm- 
ing public opinion, and if that existed probably 
the law would not be needed. Certainly it is 
’ desirable that the labor problem in all its 
phases shall be settled by the growth of public 
opinion and a growing sense of public respon- 
sibility among all classes. . 

It must be considered that from the stand- 
point of the wage-earners as individuals there 
seems to be justification for high wages in their 
own high costs of living, although an analysis 
will show that they have put up prices on each 
other. The individual worker feels that the 
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situation as a whole is beyond his control, and 
that he can only look out for himself. The 
matter of rents, resulting from house shortage, 
presents a very difficult phase of the subject. 
That the farmers have no more disposition 
than other people to meet the wage question 
directly is evident from the remedies they talk 
about. 
The Industrial Equilibrium 


One of the chief obstacles to harmony in 
our modern complex industrial organization is 
that so many persons persistently think of their 
compensation in terms of money instead of in 
terms of what they finally receive. The real 
compensation of everybody for his products 
and services comes in the compensation and 
services of others. The whole system is one 
of exchange, money being only an instrument. 
A man who appreciates this will not say that 
he is perfectly willing to have wages remain 
where they are, but only wants farm products 
brought up to the same level, for he knows 
that the very act of bringing up farm products 
must lower real wages. 


When it is understood by all that the whole 
system of industry is based upon the exchange 
of products and services, it will be seen that 
all are interested in maintaining the normal 
balance or equilibrium, so that the exchanges 
may be readily made. The population dis- 
tributes itself in the various lines of produc- 
tion and service, guided by prevailing wages 
and prices. The various products and services 
must be offered on the market in relative 
quantities and at relative prices which will en- 
able the market to clear itself. When this is 
accomplished we have prosperity. Otherwise 
we have congestion and inability to distribute 
products, with a loss of purchasing power for 
a part of the population which cventually 
causes unemployment and depression. This 
fundamental interdependence means that all 
classes really have much greater interests in 
common than they are accustomed to think. 
Our troubles are mostly caused by ignorance 
of these common interests. 

The present disturbed conditions in the mar- 
kets and in the relations between groups of 
producers have resulted from the war. All of 
the natural economic forces are working to 
restore the equilibrium, but they are very 
much hampered by the mistaken efforts of the 
various groups to advance their own interests 
without regard to the general welfare. If you 
ever saw a harnessed and hitched-up horse fall 
down, you know that the best way to get him 
up is to unloose him. take off the hampering 
harness and let him get up in his own way. 
The industrial organization, made up as it is of 
thousands of independent interests, will re- 
cover its balance more quickly by being let 
alone than by any coercive efforts of the Gov- 
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ernment. Any such drastic and complicated 
measure as the McNary-Haugen bill, instead 
of being beneficial, will inevitably throw the 
whole situation back into confusion, and delay 
the natural processes of readjustment. 


Conditions Are Improving 


The statistics of the Department of Agri- 
culture show that in each year since 1921 the 
values of agricultural production have in- 
creased over those of the preceding year, 
while the price tables show that the tendency 
in other products has been downward. The 
growth of the population of this country at 
the rate of nearly 1,500,000 per year is a con- 
stant factor on the farmer’s side, and the an- 
riual surplus of the principal staples is very 
small. The extraordinary increase in the produc- 
tion of hogs in 1923 was a natural result of the 
high values for hogs compared with corn in the 
preceding year. Such conditions cannot be 
regulated by legislation; on the contrary, they 
demonstrate the operation of natural forces 
which must not be interfered with. The sit- 
uation in sheep is very much improved and in 
cattle is improving, although affected by the 
low price of hogs, pork being a ready sub- 
stitute for beef. Despite the confusion that 
has prevailed as the result of numerous 
adverse influences the situation is gradually 
righting itself, and there is every reason to 
believe that the recovery will be as complete 
as from periods of depression in the past. 
Everybody earnestly hopes that it will come 
quickly, and desires that it may be has- 
tened by any and every practical means, but 
quite as important as the adoption of con- 
structive policies is the avoidance of policies 
that would work positive injury. 


The Insurance Trust 





Life insurance is the largest single business 
in the United States. Its magnitude is an 
impressive monument to the thrift of the 
American people. Furthermore, the hundreds 
of millions which the insurance companies now 
hold as trustees for their policyholders are 
nearly all invested in productive enterprises 
such as the railroads, or in the bonds of gov- 
ernments, states and municipalities. The total 
of insurance now in force, $55,000,000,000, is a 
witness to the tremendous power behind this 
great agency of thrift. 


It is common knowledge that a good deal 
of the money paid to life insurance beneficiaries 
is lost through bad management, poor judg- 
ment as to investments, deliberate swindles by 
promoters of worthless enterprises, and in va- 
rious other ways. Any method which can 
assist in preventing this huge economic loss, 
with its attendant suffering and privation, is 


worthy of careful scrutiny by every man who 
is carrying life insurance for the future pro- 
tection of his dependents or for any of the 
many other uses to which life insurance has 
been adapted. 

Within the past two or three years a means 
has been developed by which these losses can 
be practically eliminated. We refer to the 
insurance trust. As an engine of social prog- 
ress and economic conservation it has few 
equals, because it makes sure that the pur- 
pose for which insurance was taken will be 
carried out and it prevents the futile scatter- 
ing of money carefully amassed through years 
of thrift and unselfish provision for the future 
of others. 


Insurance trusts can be established through 
trust departments of national banks or through 
trust companies. They constitute the most 
flexible method of leaving insurance funds so 
that the wishes of the policyholder are sure to 
be carried out, and also have the advantage 
of providing against unforeseen contingencies. 
The latter is difficult where the settlement is 
directly embodied in the policy, because the 
insurance companies are restricted by law to 
narrow limits in this respect, and are pro- 
hibited from exercising any discretionary 
powers. 


Exercise of Discretionary Powers 


The insurance trust, through the exercise of 
discretionary powers by the trustee, can meet 
any unforeseen or special condition that may 
arise. To the average man, there are prob- 
ably three points in connection with insurance 
trusts that will most appeal, aside from the 
great primary necessity of providing a con- 
tinuing livelihood for his wife and children or 
other dependents. These are, providing funds 
to meet the inexorable demands of the tax col- 
lector, most of which must be met within 
twelve months after death, regardless of the 
sacrifice of assets that may be necessary in 
order to realize cash; the fact that the insur- 
ance trust in itself is a large saver of taxes 
if drawn properly; and the fact that an insur- 
ance trust does not have to be probated, but 
goes into effect at once, thus eliminating the 
possibility of a legal contest such as so often 
follows when wills are offered for probate. 


The constantly increasing tax assessments 
against property and the agitation for heavier 
inheritance or succession taxes now being 
pushed by radical elements have led many men 
to increase the amount of their life insurance 
in order to protect, so far as possible, the prin- 
cipal of their estates. This is one of the rea- 
sons why insurance companies have been able 
to write such a very large volume of business 
in the past two or three years. By directing 
that the funds represented by such policies 
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shall be administered through the medium of 
insurance trusts rather than by direct payment 
to the estate or to beneficiaries, large econo- 
mies can be made. Such trusts have all the 
advantages of a will or a living trust, and their 
rapidly growing popularity is proof that their 
merits are becoming increasingly known. 


Swiss Industries Fair 





American tourists in Europe, and particu- 
larly buyers for American mercantile houses, 
will do well to make a note of the annual 
Swiss Industries Fair, which will be held from 
May 17 to 27, at Basle. This is one of the 
oldest and most famous of the yearly fairs 
in Europe, and affords an excellent opportun- 


ity for a view of the leading industrial prod- 
ucts of Switzerland for personal interviews 
with the manufacturers. The Swiss Consu- 


late in New York will give information. 


A Correction 





In our bank letter for March of this year 
we stated that the Interstate Commerce Com- 
mission had recently published additional 
statements regarding tentative valuations 
found for the Chicago & North Western, Chi- 
cago, St. Paul, Minneapolis & Omaha, Chicago, 
Milwaukee & St. Paul, and the Texas & Pa- 
cific. We were in error in stating that the 
Commission had published tentative valua- 
tions for these properties. 
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